Notes to the Financial Statements, June 30, 2002 State of Delaware

NOTE 3. CASH, INVESTMENTS AND RESTRICTED ASSETS

The Cash Management Policy Board: The policy for the investment of State funds
is the responsibility of the Cash Management Policy Board (the Board). The Board,
created by State law, establishes policies for and the terms, conditions, and other
matters relating to, the investment of all money belonging to the State except money
in the DPERS and money held under the State deferred compensation program.

Investment Guidelines and Management: The investment guidelines, adopted by
the Board provide, among other things, that no more than 10% of the portfolio may
be invested in obligations of any one issuer other than the U.S. Government.
Investments may be made only in fixed income instruments with maturities of up to
five years in certain circumstances.

Collateralization Requirements: All State funds are required by law to be
collateralized by direct obligations of, or obligations which are guaranteed by, the
United States of America, or other suitable obligations as determined by the Board,
unless the Board shall find such collateralization not in the best interest of the State.
The Board has determined that certificates of deposit and time deposits must be
collateralized unless the bank issuing the certificate has assets of not less than $5
billion and is rated not lower than "B" by Keefe, Bruyette & Wood's Bank Watch
Service. The Board has also determined that State demand deposits need not be
collateralized provided that any bank that holds these funds has for the last two
years, a return on average assets of 5% or greater and an average equity-capital
ratio of at least 1:20. If the bank does not meet the above criteria, collateral must
consist of one or more of the following:

(a) U.S. Government securities;

(b) U.S. Government agency securities;

(c) State of Delaware securities; or

(d) Securities of a political subdivision of the State with a Moody's Investors
Service rating of "A" or better.

Additionally, the bank must ensure that those securities pledged as collateral have a
market value equal to or greater than 102% of the ledger balance(s) in the
account(s) each day and ensure that securities pledged are identified as held in the
State's name and are segregated on the bank's records.

Cash and Cash Equivalents consist of demand deposits, short-term money market
funds and other deposits held by financial institutions, generally with a maturity of
three months or less when purchased. Cash and cash equivalents are reported as
deposits.

Cash and Cash Equivalents as reported on the statement of net assets, may be
under the control of the State Treasurer or other administrative bodies as determined

61



State of Delaware Notes to the Financial Statements, June 30, 2002

by the Cash Management Policy Board. All cash deposited with the State Treasurer
by State agencies is maintained by the Treasurer in various pooled investment funds
(State Investment Pool). The State Treasurer invests the deposited cash including
the cash float in short-term securities and other investments.

An analysis of cash and investments by category of risk as required by GASB
Statement No. 3 is presented below .

(A) DEPOSITS

Primary Government

At June 30, 2002, the carrying value and the bank balances of the State's deposits
were $790,727,000 and $802,966,000 respectively. Of the bank balances,
$18,772,000 was insured by the Federal Deposit Insurance Corporation (FDIC)
and/or collateralized with securities held by the State or by its agent in the State's
name (Category 1). $462,445,000 is uninsured and uncollateralized (Category 3).
The remaining $321,749,000 represents unemployment insurance taxes collected
from Delaware employers that are held in escrow by the U.S. Treasury.

As a condition for operating in the State, various insurance companies have
deposited an aggregate amount of $365,771,000 into escrow. The State Insurance
Commission and the insurance companies are joint custodians of such funds.
Because the State can neither use nor release these funds without the joint approval
of the insurer/depositor, these amounts are not reported in the State's financial
statements.

Component Units
Delaware State Housing Authority

The Delaware State Housing Authority's deposits for risk categorization consist of
checking accounts and other cash accounts maintained by bank trust departments.
The total carrying value and bank balance of the deposits at June 30, 2002 was
$229,813 and $701,987 respectively. The bank balance was entirely insured or
collateralized with securities held by the Authority or by its agent in the Authority's
name (Category 1).

Diamond State Port Corporation
At June 30, 2002, the carrying value and bank balances of the Diamond State Port
Corporation's cash deposits amounted to $1,403,374 and $1,638,271, respectively.

Of the bank balances, $100,000 is insured by the FDIC (Category 1), $1,388,406 is
collateralized (Category 2) and $149,865 is uninsured and uncollateralized (Category
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3). $5,892,709 of restricted cash and cash equivalents consists of short-term
investments.

Riverfront Development Corporation

At June 30, 2002, the Riverfront Development Corporation's cash deposits carrying
value and bank balances amounted to $355,633 and $749,790 respectively. Cash
deposits include $71,177 of restricted cash and cash equivalents. Of the bank
balances, $200,925 is insured by the FDIC (Category 1) and $542,046 is uninsured
and uncollateralized (Category 3). The remaining $4,572 consists of deposits
included in the State Investment Pool.

Delaware State University

At June 30, 2002, Delaware State University's deposit carrying value and bank
balance was $2,592,494 and $4,015,467, respectively. An additional $9,050,253 of
cash and cash equivalents related to unexpended State appropriations are included
on the Statement of Net Assets. Of the bank balances, $100,000 was insured by
FDIC (Category 1) and the remaining $3,915,467 was uninsured and uncollateralized
(Category 3).

Delaware Charter Schools

At June 30, 2002, the Delaware Charter Schools deposits carrying value was
$5,486,612, consisting entirely of deposits included in the State Investment Pool.

B. INVESTMENTS

Primary Government

The table on the following page provides information about the custodial credit risks
associated with the State's investments. Category 1 includes investments that are
insured or registered or for which the securities are held by the State or its agent in
the State's name. Category 2 includes uninsured and unregistered investments for
which the securities are held by the counterparty, or by its trust department or agent
in the State's name. As of June 30, 2002, the State does not have any investments
in Category 2. Category 3 includes uninsured and unregistered investments for
which the securities are held by the counterparty, or by its trust department or agent
but not in the State's name.

The State’s Investments below include $13,915,000 presented as restricted assets

on the balance sheet. Pooled investments represent those investments in units of a
pool rather than specific securities. As a result, such investments are not categorized
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as to risk because they are not evidenced by securities that exist in a physical or

book-entry form.
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PRIMARY GOVERNMENT INVESTMENTS

( Expressed in Thousands)

Investment Type
Commercial Paper

U.S. Government Agency Securities

Repurchase Agreements

Foreign Government Securities
Negotiable Certificates of Deposit
Pension and Investment Trust

Funds:
Domestic Fixed Income
Domestic Equities

Short Term Investments *

Foreign Equities
SUBTOTAL

Pooled Investments not subject

to categorization: **

Pension and Investment Trust

Investment Pool:

Pooled Equity & Fixed Income

Private Investments

SUBTOTAL INVESTMENTS

Less: Pooled Component Unit

Investments

TOTAL STATE INVESTMENTS ***

Category

1

$§ 115036 ¢

75,003
719

2,423

981,328

1,220,326

86,850

347,892
$2,755577 &

3
141,657
485,411
134,979
21,265
25,629

729,242

Total
Fair
Value
$ 256,693
540,414
135,698
21,265
28,052

981,328
1,220,326
86,850
347,892

3,618,518

1,735,275
481,688

$ 5,835481

(59,699)
$ 5775782

* Pension Short Term Investments primarily include Commercial Paper and overnight deposits.

*%

*kk

Cash/Cash Equivalents
Restricted Cash/Cash Equivalents
Short Term Investments

Long Term Investments
Restricted Investments

Investments not evidenced by securities are not categorized.
Includes investments classified as restricted assets on the Statement of Net Assets.

(Expressed in Thousands)
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Governmental Business Fiduciary
Activities Type Activities Funds Totals
$ 435,105 $ 332,534 $ 21,903 $ 789,542
1,185 1,185
200,206 150,418 15,373 365,997
517,178 25,333 542,511
13,915 4,853,359 4,867,274
$ 1,152,489 $ 523,385 $ 4,890,635 $ 6,566,509
Less: Carry Value of Deposits (790,727)
Balance In State Investment Pool

S 5775782
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The pooled investments of the pension and investment trust funds consist primarily
of venture capital, limited partnerships, open-end mutual funds and real estate. The
fair value of pension and investment trust investments is determined by quoted
market values, where applicable. Investments in real estate pooled funds are
determined based on appraised values. Venture capital and other limited partnership
values are determined based on discounted market values where market quotes are
available, and by various procedures for investments in non-traded partnerships
where quotes are not available. In 1994, the Board of Pension Trustees of the
DPERS adopted a formal written policy on the use of derivatives. Only a few
selected managers are permitted to use derivatives. In every case, the types of
derivatives used and limits on their use are spelled out in manager contracts and are
monitored on an ongoing basis. The Board believes that it is unlikely that any of the
derivatives used by managers of the DPERS could have a material adverse effect on
the financial condition of the DPERS. Managers authorized to use derivatives do so
to reduce foreign exchange risk and minimize transaction costs. Managers may also
use derivatives as part of an overall strategy to enhance returns. The following lists
principal categories of derivatives and their uses during the year:

Category Purpose
Foreign exhange forward contracts Hedge currency risk of investments denominated in foreign currencies
Exchange traded equity futures Reduce transaction costs; hedge equity market risk; enhance return
Exchange traded fixed income Reduce transaction costs; control portfolio duration; enhance return
futures
Exchange traded options Enhance return; reduce transaction costs
Asset backed securities Enhance return

Repurchase Agreements

For repurchase agreements, the underlying securities consist of U.S. Government or
government agency securities, certificates of deposit, commercial paper or bankers’
acceptances. All repurchase transactions are governed by written repurchase
agreements. Statutes require that securities underlying repurchase agreements must
have a market value of at least 102% of the cost of the repurchase agreement. Due
to significantly higher cash flows at certain times during the fiscal year, the State's
investment in overnight repurchase agreements for which the underlying securities
were held by the dealer (Category 3) fluctuates.

Reverse Repurchase Agreements

The Cash Management Policy Board permits the State to enter into reverse
repurchase agreements, that is, a sale of securities with a simultaneous agreement
to repurchase them in the future at the same price plus a contract rate of interest. At
June 30, 2002, the State had no reverse repurchase agreements.
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COMPONENT UNITS
Delaware State Housing Authority

The Delaware State Housing Authority invests its funds and those held by its
trustees in accordance with the various applicable bond resolutions, Federal laws
and regulations, and is under the oversight of the State's Cash Management Policy
Board. DSHA investments categorized as to risk had a fair value of $206,838,155 at
June 30, 2002. Of this amount, $39,644,716 was uninsured and unregistered
investments for which the securities are held by the counterparty, or by its trust
department or agent but not in the Authority's name (Category 3). The remaining
$167,193,439 represents pooled investments where the Authority does not own
specific securities. This amount includes funds of $45,157,760 specifically identified
for the Authority in the State of Delaware's Investment Pool. These pooled
investments are categorized by risk within the investments of the primary
government.

Diamond State Port Corporation

The carrying and fair value of investments of the DSPC at June 30, 2002 amounted
to $3,997,593 and $4,064,140 respectively. The investments, consisting of various
equity and mutual funds, are classified for credit risk as uninsured and unregistered
investments for which the securities are held by the counterparty, or by its trust
department or agent but not in the DSPC's name (Category 3).

Delaware State University
Investments of the University totaled $12,393,511, stated at quoted market value.

These investments consist of pooled investments where the University does not own
specific securities.
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